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Impact of cash settlement on feeder cattle hedging risk 
Abstract 
One of the principal motivations for the introduction of cash settlement in feeder cattle futures contracts 
was to reduce basis risk. This study examined expected changes in hedging risk attributable to the 
adoption of cash settlement. The estimates of cash settlement futures hedging risks were generally small 
than estimates of hedging risks using the physical-delivery futures. The reduction in hedging risk was 
greatest for feeder steers meeting futures contract weight specifications, but reductions were also 
common for other weight classes and for heifers. 
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